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SUBJECT: PHILIPPINE PREPARATIONS FOR OIL PRICE INCREASE 
REFS : A. STATE A3 85 (C-S 1 -6-596 1 1 ), B . STATE A-5 1 1 1 

1 . SUMMARY. THE GOP HAS ACCEPTED THE INEVITABILITY OF AN 
OPEC PRICE HIKE. A 10 PERCENT PRICE HIKE WOULD ADD A MINIMUM 
OF $90 MILLION TO THE PHILIPPINE OIL BILL, WITHOUT ALLOWANCES 
FOR INCREASED DEMAND GENERATED BY ECONOMIC GROWTH. THE GOP 
HAS INTENSIFIED ITS MEDIA CAMPAIGN ON CONSERVATION. HAS 
BEGUN TO PREPARE ITS PEOPLE FOR THE INEVITABLE PRODUCT 

PRICE INCREASES, AND HAS ATTEMPTED TO INCREASE CRUDE INVE- 
NTORIES TO CUSHION THE FFECT OF THE PRICE HIKE IN THE SHORT TERM. 
END SUMMARY. 
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2. PHILIPPINE AUTHORITIES HAVE PUBLICLY ACCEPTED THE FACT 
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THAT THERE WILL BE AN OIL PRICE INCREASE IN DECEMBER. 

PRESIDENT MARCOS ANNOUNCED AS MUCH IN A SPEECH BEFORE 
THE PHILIPPINE CHAMBER OF INDUSTRIES NOVEMBER 20. THE 
ONLY POLICY INITIATIVES OPEN TO THE PHILIPPINES IN THE 
FACE OF AN INCREASE IS BELT-TIGHTENING, AND THAT GOES 
COUNTER TO ITS ECONOMIC GROWTH OBJECTIVES. 

3. ACCORDING TO PHILIPPINE NATIONAL OIL COMPANY 
PLANNING PROJECTIONS. THE PHILIPPINE OIL BILL FOR 1976 
WILL BE US DOLS 890 MILLION. THE PROJECTION FOR 1977 AT 
CURRENT PRICES IS DOLS 970 MILLION. THIS PRESUMES A 
HISTORIC GROWTH RATE OF CONSUMPTION OF 8-9 PERCENT. 

IN JANUARY TO SEPTEMBER 1976 THERE WAS ONLY A 2.3 PERCENT 
GROWTH RATE OVERALL IN PETROLEUM PRODUCT CONSUMPTION. 

THIS WAS OWING PRIMARILY TO SLOWER ECONOMIC ACTIVITY AND 
PARTIALLY TO ENERGY CONSERVATION PROGRAMS. THE ENERCON 
PROGRAM WAS SOMEWHAT SUCCESSFUL IN CHANGING THE MIX OF 
PRODUCT USES; MOTOR GASOLINE SALES DECREASED BY 5.2 PERENT, 
WITH BUNKER FUEL OIL SALES INCREASING 5.7 PERCENT UND DIESEL 
SALES INCREASING 3.9 PERCENT. THE "BILLION DOLLAR OIL BILL" 
PROJECTED FOR THE PHILIPPINES AT THE FIRST OF THE YEAR HAS 
NOT MATERIALIZED. HOWEVER, GIVEN A 10 PERCENT OIL PRICE INCREASE 
IN DECEMBER 1976, THE PHILIPPINES WOULD FACE A BILLION 
DOLAR OIL BILL IN 1977 EVEN WITHOUT ANY INCREASE IN 
ECONOMIC ACTIVITY. 

4. THE GOP HAS RECENTLY STEPPED UP ITS MEDIA CAMPAIGN 

FOR ENERGY CONSERVATION IN THE FACE OF INCREASING REPORTS 
OF AN OPEC PRICE HIKE. RATIONING IS BEING THREATENED 
AS THE FOURTH STEP OF A 4 POINT PROGRAM THAT WILL BE 
INITIATED IF THERE IS A CRUDE OIL PRICE INCREASE. HOW- 
EVER, RATIONING HAS BEEN AVOIDED IN THIS MARKETPLACE 
IN THE PAST BECAUSE OF THE DIFFICULTIES OF IMPLEMENTA- 
TION AND THE OPPORTUNITIES IT OFFERS FOR CORRUPTION, 

ACCORDING TO HIGH PNOC OFFICIALS. 

5. THE PNOC AND PRIVATE COMPANIES HAVE TAKEN STEPS TO 
INCREASE INVENTORIES BEFORE THE PRICE HIKE. WE ESTIMATE 

THE INDUSTRY WILL CARRY AMAXIMUM OF AN EXTRA 30 DAYS SUPPLY 
(ABOUT 6,000,000 BARRELS) INTO 1977. ALLFIRMS HAVE FACED 
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THE CONOMIC CONSTRAINTS OF HIGH DEMURRAGE COSTS AT THE 
CONGESTED MIDDLE EAST LOADING PORTS, HIGH SPOT RATES ON 
TANKERS, AND HIGH SPOT RATES ON CRUDE, ALL THE RESULT OF 
EVERYONE TRYING TO HEDGE AGAINST THE OPEC PRICE HIKE. A 
SENIOR PNOC OFFICIAL TOLD EMBOFF THAT HIS FIRM IS PLANNING 
TO CARRY A 120 DAY INVENTORY INTO 1977 (80-90 IS USUAL). 

OTHER INDUSTRY SOURCES SAY THAT IS IMPOSSIBLE BECAUSE PNOC 
DOES NOT HAVE STORAGE FACILITIES FOR MORE THAN A 90 DAY 
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INVENTORY; HOWEVER, PNOC MAY BE COUNTING OIL THAT WILL BE 
"ON THE WATER" IN PHILIPPINE FLAG VESSELS AT THE END OF 
THE YEAR. MOBIL EXPECTS TO HAVE A 90 DAY INVENTORY 
CARRYOVER VS. A NORMAL 60-70 DAY INVENTORY. SHELL IS 
REPORTEDLY PLANNING FOR ABOUT THE SAME LEVELS. 

6. CALTEX IS A SPECIAL CASE. A CALTEX SENIOR OFFICIAL 
REPORTS THAT THEY WANTED TO STOCKPILE BUT WERE UNABLE 
TO OWING TO ECONOMIC RESTRAINTS. HIS ESTIMATES ARE THAT 
THE OPEC PRICE INCREASE WOULD HAVE TO INCREASE 13-14 
PERCENT BEFORE IT WOULD PAY CALTEX TO STOCKPILE. THE 
PRINCIPLE CAUSE FOR THIS, HE SAYS, IS THAT CALTEX 

IS LOCKED INTO USING A PNOC CHARTERED VLCC. IF CALTEX 
STOCKPILES NOW, AND DRAWS DOWN EARLY NEXT YEAR, IT STILL 
HAS TOPAY DEMURRAGE ON THE TANKER IT WON'T BE USING. 

IF TRUE, THIS IS AN IRONIC TWIST TO GERONIMO VELASCO S 
PNOC TANER SCHEME (REPORTED PREVIOUSLY) THAT IS DESIGNED 
TO SAVE THE PHILIPPINES FOREIGN EXCHANGE. ON THE OTHER HAND 
A MOBIL EXECUTIVE SAID THE PNOC CHARTER IS NO CONTRAINT ON 
MOBIL'S PROGRAM TO STOCKPILE. 

7. THE INDUSTRY IS ALREADY CO-ORDINATING ITS STRATEGY 
TO PETITION FOR A LOCAL PRICE INCREASE AS SOON 

AS AN OPEC CRUDE PRICE INCREASE BECOMES EFFECTIVE. THE 
INDUSTRY HOPES TO LOOK BEYOND JUST A CRUDE PRICE COST 
RECOVERY THIS TIME, AND SEEK INFLATIONARY INCREASES 
RELATED TO MARKETING AND REFINING COSTS AS WELL. AN 
OIL INDUSTRY COMMISSION OFFICIAL TOLD EMBOFF THAT WE 
CAN EXPECT TO SEE A "HEALTHY" INCREASE IN THE "SPECIAL 
FUND" TAX TACKED ONTO ANYPRICE INCREASE JUSTIFIED 
PUBLICLY AS BASED ON OPEC INCREASES. (IN THE LAST 
INCREASE GRANTED IN JANUARY 1976, THE SPECIAL FUND 
TAX INCREASE WAS GREATER THAN THE MARGIN GOING TO THE OIL 
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COMPANIES). PRICE IS NOT USED AS AN ENERGY CONSERVATION 
MECHANISM HERE. BOTH PNOC AND OIC SOURCES SAY THIS IS 
BECAUSE THE PHILIPPINES CANNOT AFFORD TO DAMPEN THE 
ECONOMY BY CREATING INFLATIONARY FORCES INTHE MARKET 
PLACE. THE ECONOMY IS STILL PRIMARILY IN THE HANDS OF 
THE PRIVATE SECTOR, AND A LARGE PRODUCT PRICE INCREASE WOULD 
HAVE A SEVERE "PSYCHOLOGICAL IMPACT" ON GROWTH. FOR 
THESE REASONS, WE CAN EXPECT THE PRODUCT PRICE INCREASE 
AUTHORIZED, AFTER A LAG TO DEPLETE EXISTING INVENTORIES, 

TO BE THE MINIMUM POSSIBLE THAT WILL GENERATE THE EXTRA 
REVENUES THE GOVERNMENT WANTS, AND KEEP THE OIL COMPANIES 
AT THE BREAK-EVENPOINT. 

8. THE GOP DOES NOT FEEL IT HAS ANY CLOUT AT ALL TO USE 
IN ATTEMPTING TO AFFECT AN OPEC PRICE INCREASE DECISION. 
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IT IS TOTALLY DEPENDEND ON IMPORTED OIL. WHILE THE 
PHILIPPINES HAS HAD SOME SUCCESS IN DIVERSIFYING SOURCES 
OF CRUDE, AT MID-YEAR 76 THE PHILIPPINES WAS STILL 
76 PERCENT DEPENDENT ON MIDDLE EAST CURDE, PRIMARILY 
FROM SAUDI ARABIA AND KUWAIT. INDEED, THE HEAD OF PNOC'S 
MIDDLE EAST DIVISION, ROBERTO GUISON AND PNOC EXECUTIVE 
V.P., ANOTNIO DEL ROSARIO, ARE PRESENTLY ON A TWO- WEEK 
GOOD-WILL TOUR IN THE MIDDLE WAST "CEMENTING OLD FRIEND- 
SHIPS" AND ASSURING A CONTINUING SUPPLY OF CURDE. 

MR. DEL ROSARIO TOLD EMBOFF JUST BEFORE DEPARTING THAT 
HE DEFINITELY WOULD NOT BE PRESSURING HIS OPEC CONTACTS 
ON THE PRICE ISSUE. HE SUGGESTED THAT THE ARAB SUPPLY 
IS INFINITELY MORE IMPORTANT TO THE PHILIPPINES THAN IS 
THE PHILIPPINE MARKET TO THE ARABS. HE SAID IT IS ONLY 
THE UNITED STATE AND OTHER DEVELOPED COUNTRIES WHO COULD 
HOPE TO PRESSURE OPEC ON THE PRICE ISSUE. THIS ATTITUDE 
IS MORE INTERESTING WHEN CONSIDERED IN CONJUNCTION WITH 
PRESIDENT MARCOS RECENT COMMENT, "IT WILL BE THE DEVELOPED 
COUNTRIES THEMSELVES THAT PERMIT OIL INCREASES" DUE 
TO HIGH PRODUCTION COSTS IN THE NORTH SLOPE AND NORTH 
SEA. SOMETIMES ONE CAN SENSE THE IMPOTENCY COUNTRIES LIKE 
THE PHILIPPINES MUST FEEL IN THE FACE OF THESE ECONMIC 
FORCES OVER WHICH THEY HAVE NO CONTROL. WHEN THE 
ECONOMIC ALERT LIST ASKS "IS THE GOVERNMENT PREPARING 
FOR AN INCREASE IN OIL PRICES IN 1976", WE ARE IMMEDIATELY 
TEMPTED TO ASK; HOW? SULLIVAN 
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